International 
Marketing Information 
eries 


44° bh 
“A git” 


Foreign Economic Trends 
and Their Implications 
for the United States 


Frequency: Semiannual 


Supersedes: 82-005 


PREPARED BY 
U.S. LIAISON OFFICE RIYADH 


U.S. DEPARTMENT OF COMMERCE 


International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. 
Annual subscription, $55 Foreign mailing, $13.75 additional. Single copies, $1.50, available from 
Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





SAUDI ARABIA: KEY ECONOMIC INDICATORS 


All values in billions of current U.S. dollars unless otherwise indicated. 
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Principal imports from the U.S.: aircraft; buses; non-electrical machinery parts; 
1 other vehicle parts; excavating and digging machinery; automobiles; iron 
structures, tubes, pipes and parts; rice; electrical circuit apparatus; air 
conditioning equipment; electrical parts for machinery; cranes and hoists 


auto and 


Saudi Fiscal Year: 1980/1981 May 15, 1980 - May 3, 1981 
1981/1982 May 4, 1981 - April 23, 1982 
1982/1983 April 24, 1982 - April 12, 1983 


Sources: Saudi Arabian Monetary Agency, Ministry of Finance Central Department 
Statistics, Embassy and other estimates 





SUMMARY 


The Saudi economy expanded rapidly in the fiscal year ending April 1982. 
Petroleum remained the dominant source of income’ generation, but 
diversification into industry and agriculture continued. The private 
sector's role in economic activity increased as generous government 
financing encouraged greater private investment. Development expenditures 
by the government shifted slightly, from infrastructure to human resources 
and productive capacity, and from the three major urban centers to the 
outlying regions. There are good prospects for American business in the 
coming year, although overall economic growth will be less. Promising 
sectors for 1982/83 include manpower development, irrigated agriculture, 
health services, high-technology construction and engineering services, 
equipment, supplies, and services for the petrochemical industry, and 
consumer goods. 


THE ECONOMIC SETTING 


Since the sharp rise in petroleum revenues began in 1974, Saudi Arabia has 
been one of the fastest-growing nations in the world. Within the context of 
five-year development plans, the Saudi Government has sought to allocate its 
petroleum income to transform its relatively undeveloped oil-based economy 
into a modern industrial state. Although economic planners have not 
achieved all their goals, the economy has progressed rapidly, and the 
standard of living of most Saudis has improved significantly. The 
dependence upon petroleum revenue continues (oil accounts for more than 60 
percent of GDP), but industry and agriculture now account for a larger share 
of total economic activity. 


Saudi Arabia's first two development plans, covering the decade of the 
1970s, emphasized physical infrastructure -- telecommunications, roads, 
ports, electricity, and water. The results were impressive: the total 
length of paved highways tripled, power generation increased by a multiple 
of 28, and capacity of the seaports grew tenfold. For the Third Plan, 
covering the period 1980/81 - 1984/85, Saudi officials anticipate some 
change of emphasis. Over a third of the development budget is allocated to 
expansion and diversification of the productive sectors of the economy 
(primarily industry). Infrastructure continues to receive sizable funding 
as projects begun under the Second Five-Year Plan are completed and 
attention shifts to physical infrastructure in areas outside the three major 
urban centers, but the share of infrastructure in total development spending 
declines. In emphasizing expansion of the productive sectors of the 
economy, the Government hopes to reduce its dependence upon oil exports. 
Jubail and Yanbu, two new industrial cities built around the use of 
indigenous oil and gas feedstock to produce steel, petrochemicals, 
fertilizer, and refined oil products, absorb a large share of the 
development expenditures for the productive sector. The Third Plan also 
emphasizes education and manpower training (to reduce the country's heavy 
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world. Imports of consumer and capital goods rose 18 percent, but the 
country still achieved a sizable $37 billion surplus in its balance of 
payments. Economic growth was achieved with only limited inflation, a 
reflection of the government's determination to avoid the rampant escalation 
of prices in the mid-1970s. The non-oil GDP deflator increased only 5-6 
percent in 1981/82, compared with 7.8 percent and 8.3 percent respectively 
in the two previous fiscal years. Consumer prices increased even less (2 
percent this year, 3.6 percent in the previous year), due primarily to 
subsidies on many consumer items. 


B. Government Spending 


Government spending continued at a rapid pace, exceeding the previous year's 
level by 22 percent. Almost all of the increase came in development 
projects, as expenditures rose 40 percent and accounted for 60 percent of 
the total budget. Nonetheless, the government failed for the second year in 
a row to meet its target for project expenditures. It is believed that 
delays in the start-up of new Third Plan projects account for the 
underspending. Allocations for ongoing construction activity were 
significant, particularly in the transport sector. The industrial cities of 
Jubail and Yanbu were the scene of mammoth infrastructure development, and 
construction of additional power generation capacity and water 
desalinization and distribution facilities continued at a rapid pace. As 
infrastructure in and between the major cities of Riyadh, Jidda, and 
Al-Khobar/Dammam developed more fully, attention shifted to regional 
capitals and smaller urban centers. Even rural areas showed signs of 


considerable economic activity, sporting new schools, power-generating 
equipment, better wells, and other facilities built by the government. 


Of the $84 billion in budget outlays, defense and security took the largest 
share, 28 percent, followed by transportation and communications (12 
percent), and municipal services (9 percent). Overall spending patterns 
suggested no major shifts in government policy. As a result of the high 
level of oil exports during the fiscal year, a budget surplus of $ 27 
billion was achieved. 


C. The Private Sector 


The fortunes of the private sector were mixed during the past year. Some 
sectors, such as agriculture, grew rapidly, and profits were high. Retail 
and wholesale traders, on the other hand, were subjected to intense 
competition, with some bankruptcies being reported during the year. 
Investment activity was focused more abroad than at home, as Saudis with 
substantial funds on hand complained of a dearth of domestic investment 
opportunities. High interest rates in the U.S. and Europe, as well as the 
relative ease of investing there as opposed to the more risky and 
time-consuming development of productive ventures within the country, also 
played a role. The government offered risk-free investment opportunities 
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well-established enterprises and difficult times for less-efficient 
operators. A tendency to rush into newly-popular retail activities without 
adequate market research caused considerable overexpansion, in spite of 
ever-increasing consumer purchasing power. Problems for the retail and 
trade sector were compounded by liquidity and credit problems which took on 
Significant proportions during the year. Lacking sophisticated monetary 
tools to manage total liquidity, the government relies solely on budget 
disbursements to meet private sector demand for liquidity. Due to the 
government's inability to spend all its budgeted funds, as well as a 
substantial outflow of private funds into foreign placements, local demand 
for liquidity was not fully met. Allocation of credit was another problen, 
as the commercial banks lacked the expertise to evaluate risk, particularly 
in import financing, and the government had no means to fill the void. The 
Situation led to greater demand for short-term loans and exporter credits. 


OUTLOOK FOR THE CURRENT YEAR 


Government spending plans for the current fiscal year (beginning April 24, 
1982) suggest that economic growth will be slower than last year. 
Expenditures, targeted at $91.4 billion, will be larger than ever before, 
but the rate of growth is below previous years. In comparison with actual 
1981/82 expenditures, the 1982/83 budget is 8.8 percent larger. In real 
terms, the increase is about 3 percent. A sizeable reduction in projected 
oil revenues necessitated careful budgeting, and for the first time in many 
years a balanced budget, rather than a surplus, is projected. Some sectors 
and ministries will receive less funds than the previous year, but this is 
probably more a reflection of intended shifts in Third Plan priorities than 
of any need for austerity. Government-financed construction will suffer the 
most, as the budgets for infrastructure, transport, communications, and 
public administration facilities are cut back. First-year funding for new 
projects is a paltry $5.5 billion, compared to $46 billion for the 
continuation of projects already under construction. Other development 
expenditures will rise, however, and if the government is able to disburse 
all budgeted development funds, total project expenditures will be a healthy 
18 percent above a year ago. If there is any retrenchment in the 1982/83 
budget, it is in the area of recurrent expenditures. The Ministry of 
Finance has taken steps to eliminate waste in administration, and may cut 
back on maintenance and other services. In the past two years recurrent 
expenditures have been significantly over-budget; the prospect of lower oil 
revenue may provide a fortuitous opportunity for the government’ to 
discipline its expenditures in this area. 


For the private sector, most indications point to continued prosperity, but 
with some tightness in retail trade and construction, the latter due to 
cost-conscious government contract negotiations. Government support to the 
private sector will continue, with loan disbursements by the agricultural, 
industrial, and real estate funds expected at or above previous levels. 
Subsidization of agricultural and industrial inputs will continue. 





Irrigated agriculture is expected to show considerable growth, but 
increasing concern about the declining water table has added a note of 
caution to plans for continued expansion in this area. Prospects are also 
good for private sector expansion in manufacturing and food packaging and 
processing. The completion of a number of infrastructure projects, 
particularly in transportation, should enhance the profitability of 
existing projects. Continued growth in private imports will combine with 
increased consumer affluence to maintain high turnover in the wholesale and 
retail trade, but intense competition will continue to squeeze profit 
margins and force consolidation in some retail activity. Increased 
prosperity is expected in outlying regions of the country as the transport, 
power, and communications networks reach smaller and more isolated villages 


and towns. 
COMMERCIAL IMPLICATIONS FOR THE UNITED STATES 


re anticipated to total $39.4 billion, of which the 
in capture about 20 percent, or $8.1 billion. Thus, 
America's biggest market in the Middle East. As in 
goods and services cannot be complacent. Europe and 
be tough competitors, and the Saudis themselves, more 
will no longer yield to those seeking high profit margins. 


in certain areas, the 1982/83 Saudi Budget is in fact about 3-5 

in real terms than last year and is aimed for the most part 

development in many areas where American products, techniques, 

are state-of-the-art. By judicious planning and good marketing 

American firms should be able to meet and even surpass their 
ns for a share in this growing market. 


Manpower Development 


Among the areas offering Americans a sharp competitive edge is manpower 
development. This was evident in a USDOC-sponsored seminar and_ solo 
exhibition of Audio-Visual Education and Training Aids held in Riyadh in 
March, 1982. The interest generated by this exhibition and seminar has 
continued, resulting in increased enquiries about American educational 
products and services. The Saudi Arabian Government has demonstrated its 
commitment to expand education and training for its limited labor force by 
increasing this year's budget allocation from $7.4 billion to $8.9 billion, 
a 20% increase. As was true last year, planned expansion and improvement of 
schools, classrooms, and laboratories (100 new elementary and secondary 
schools this year) present great opportunities to American suppliers of 
classroom and laboratory equipment, furnishings, and teaching aids. These 
opportunities are increased by the emphasis of both government and industry 
On vocational training programs. The government is now implementing plans 
to construct by 1983 two prevocational centers, 10 vocational training 
centers, and three on-the-job training centers. American firms offering 
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educational consulting services should have an excellent opportunity to play 
a commanding role. 


B. Agriculture and Water 


Agriculture and water resources remain targeted areas of development, with 
the Saudi Arabian Agricultural Bank lending heavily in support of new 
projects throughout the country. The system of liberal subsidies has 
encouraged great activity in this area and U.S. firms selling agricultural 
machinery, irrigation systems and equipment and agricultural expertise 
should find good markets for their products and services. Last year sales 
of irrigation systems and agricultural water pumps were nearly $ 150 
million. An international agricultural show held in Riyadh in April was an 
Unqualified success, drawing visitors and off-the-floor business from 
throughout the country. American exhibitors at this show secured eight 
million dollars in sales, with projected sales over the next year estimated 
at $90 million. This year's success has led the promotors to _ schedule 
another agricultural exhibition (Saudi Agriculture '83) for April 1983. 
They expect another’ sellout. A note of caution, however: while 
opportunities for sales of agricultural equipment appear to remain good for 
at least the next year, U.S. suppliers should be aware that this is a 
price-conscious market and Saudi buyers are demanding support services from 
the purveyor in order to keep the equipment operating at full efficiency. 
There is also increasing demand for companies which can provide full turnkey 
farm services including management. 


C. Health Services 


The Saudi Government remains committed to providing its citizens with more 
and improved health facilities. The new budget increased money for this 
sector by 20 percent, from $2.1 billion to about $2.5 billion. Plans call 
for construction of new clinics and other medical institutions, including 20 
general hospitals ranging from 50 to 1400 beds. The Saudis also intend to 
add 800 beds to existing facilities. The private sector will be adding 
hospitals and clinics as well, thus creating substantial opportunities for 
U.S. sales of medical instruments, hospital supplies, laboratory equipment 
and supplies, and management services. 


D. Construction 


Although construction is by far the Kingdom's largest economic activity, the 
opportunities for big-ticket new projects continue to decline as 
infrastructure becomes more fully developed. American firms are _ not 
competitive in residential and certain other smaller construction projects 

because of high cost factors involving performance bonds, labor rates, and 
other disadvantages. This situation will be exacerbated in the future by a 
decision to eliminate or reduce advance payments by the government on 
construction contracts. Nevertheless, Americans still can capitalize on 
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control how they will work or sell their products and services. Among these 
is a recently-announced "buy Saudi" requirement, which will not permit 
foreign companies to sidestep Saudi agents by directly importing building 
and support materials. It further requires foreign contractors to give due 
consideration to the purchase of locally-manufactured building materials. 
The liquidity shortage mentioned earlier has contributed to some Saudis 
inability to meet contracted payments on time. The potential American 
exporter or joint-venture partner should also be aware that he cannot 
conduct business in Saudi Arabia along the same lines as he would in the 
United States. He must come to the Kingdom if possible, and try to 
establish a personal relationship of mutual trust with his potential Saudi 
Customer or partner. 


Finally, it must be noted that this is a maturing market, undergoing change 
from the traditional trade of wholesaling and retailing to one of services 
and management. The age of the feasibility study is here, and U.S. firms 
able and willing to provide full management services such as cost studies, 
marketing studies, and cash and inventory management systems will find new 
doors opening to them. 








